
graduated in 3 years, one in 4 years, one 
in 5 years; two were doing at least one 
subject in 1980, ten were not. Of twenty 
1976 entrants, two graduated in 3 years, 
one in 5 years, and only two were still tak¬ 
ing subjects in 1980. One may conjecture 
that the social factors which had initially 
prevented these students from 
matriculating were still affecting their re¬ 
enrolment rate. 

The Faculty of Engineering at 
Adelaide, in spite of attempts to en¬ 
courage female applicants, had very few 
in 1986. Cut-off scores (out of 500) rang¬ 
ed between 431 for Electrical Engineering 
and 375 for Civil Engineering. If they had 
had a 50% female quota, they would have 
had to take female students on the 
minimum matriculation mark (295), and 
the marks for male students would, of 
course, have risen, by how much they 
could not say. No doubt this situation 
would have partly remedied itself in later 
years, but one wonders what would have 



The one proposal of Marginson which 
seems to merit support is his fifth; the one 
year preliminary general course. This pat¬ 
tern is similar to that followed at the 
Australian National University, and has 
this year been introduced by the Adelaide 
University Law Faculty. If it is adminis¬ 
tratively and financially possible, it clearly 
has merits; but it runs contrary to Margin- 
son’s first proposals, since these students 
will now be selected mainly on the basis of 
university examination rather than the 
50/50 moderated school assessment/pub¬ 
lic examinations. 

It is clear that the radical proposals of 
Marginson have a price. The price of 
abolishing private schools would be large¬ 
ly financial; a probable additional price, 
paid in loss of excellence, is less obvious. 
For his other proposals the reverse is 
largely the case; the direct cost would be 
lowering of standards and decrease of the 
graduation rate; the financial cost would 
come in if overall quotas were raised and 
the staff/student ratio improved in order 
to restore these matters. It cannot be 
assumed that this money would be 
available, and if it is, there may well be 
better ways of spending it. 

Socio-economic problems must be 
tackled where they are, e.g. by a policy of 
positive discrimination in funding of 
disadvantaged schools (such as that cur¬ 


rently applied in Commonwealth per 
capita grants to private schools). 
Australia, in comparison with other 
developed nations, does not allot a large 
percentage of its budget to tertiary educa¬ 
tion, with the result that selection for 
universities in particular is highly com¬ 
petitive. The duty of anybody involved in 
tertiary selection is to seek out the method 
of selection which is the fairest available 
(i.e. which best predicts success in tertiary 
studies) and to apply it without granting 
favours to anybody; this combines con¬ 
sideration of equity with considerations 
of economy (producing the best graduates 
in the shortest time). It may be that the 
Commonwealth Government decides, for 
whatever reason seems best to it, that a 
particular group (e.g. Aboriginals) needs 
special help and encouragement. If they 
so decide, they should provide whatever 
funds are necessary to bring these 
students up to the general level, and not 
expect universities to deliberately set out 
to select students believed to be less able 
in preference to other students believed to 
be more able. Universities exist for educa¬ 
tion; they are not the possessors of some 
magic spell which can, by recitation of the 
appropriate formula, remedy ills which 
have taken place in the past lives of their 
students 12 . 


*The author is a member of the Matriculation 
Committee of Adelaide University. 
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Introduction 

This is an exposition of the economic 
case for deregulation of the university 
system, not written for specialist 
economists but for an intelligent profes¬ 
sional audience. 1 

Deregulation can be taken to mean in a 
broad context the removal of government 
regulation of, and control over, 
universities. Deregulation means that the 
Commonwealth Government should 
cease direct funding of universities 
through the block grant system. There is a 
role for government in financing basic 
research and in providing financial 
assistance direct to students as part of 
policies to redistribute income in society 
(which level of government is responsible 
for these activities will depend on the 
allocation of functions in the Federation 
and this is a question I will not pursue 
here). 


“The current administration 
levy of $250 is a poll tax on 
students and serves no useful 
purpose.” 


Existing universities should finance 
their activities by student fees, govern¬ 
ment grants to research and private sector 
endowments. Student fees should be 
levied at departmental or faculty level. If 
fees are levied on an average cost basis 
over the whole university or university 
system they simply become a tax on 
students and lose nearly all their ability to 
allocate resources efficiently. The current 
administration levy of $250 is a poll tax 
on students and serves no useful purpose. 2 

Existing universities should be free of 
government regulation in the selection of 
students and in the offering of courses. 
There should be no restriction on the 
entry of private universities and there 
should be no government regulation of 
private universities in respect of fees 
charged or courses offered. 

The deregulation proposals are 
designed to improve efficiency in 
universities and to reduce the inequities in 
the distribution of benefits from 
education. In a static sense universities are 
currently inefficient because their costs 
are too high and in a dynamic sense are 
inefficient because they adjust very slowly 
to changing circumstances. A particular 


problem is the failure of the present 
system to provide enough places to 
qualified entrants — this is particularly 
true in Queensland from where co¬ 
incidentally the proposal to establish the 
first private university in Australia has 
originated. This sluggish response 
imposes costs on society and students. 

In order to ensure efficiency in resource 
allocation in universities there should be 
changes to the method of remuneration of 
academics so that financial rewards 
should be linked directly to performance. 
The appropriate method is to remunerate 
academics directly from student fees. 3 It is 
true that the professional graduates of 
universities enter professions where the 
fee for service principle is entrenched and 
is regarded as both the hallmark of 
professional status and the defence 
against encroachments upon that status. 

This does not mean that the tenure 
system is under attack because the tenure 
system is designed to protect academic 
freedom — the right of an academic to 
research and teach free from internal and 
external political pressure — not to 
provide job security in the narrow public 
service sense independent of perfor¬ 
mance. 

These proposals do not amount to 
privatisation of government universities 
in Australia; what is proposed is a dual 
system of both public and private 
providers of university education without 
regulation. 4 

These proposals emerged as a result of 
reflection about the operations of univer¬ 
sities after two decades of experience in 
Australian and overseas universities. As 
well they reflect my judgment about the 
results of the post-war large scale 
government intervention in economic life 
— it is time to wind back the scale of the 
public sector. 5 

My preference is for market-oriented 
policies rather than bureaucratically 
determined policies on the grounds that 
they are likely to be more efficient and 
reflect individual values which are 
desirable ends in themselves. 

The deregulation of universities as 
proposed would allow each university to 
enter the international market for the sale 
of education services on a market- 
oriented approach. Such a policy is likely 
to be more humanitarian than the current 
proposals to deliver foreign aid through 
education as proposed in the Jackson 
Report. 



The present system is inefficient 
because the method of remuneration pro¬ 
motes what economists call rent-seeking 
behaviour, i.e. attempting to obtain 
returns which are higher than that 
necessary to ensure the activity takes 
place. Although the argument is technical 
it can be explained by considering the 
operations of a university. The output of 
a university can be considered to comprise 
the following: 

(i) educational output — increases in 
students' knowledge and skills, both 
cognitive and social, which increase 
their productivity and therewith their 
ability to earn income; 

(ii) informational output — the report¬ 
ing of students’ attributes and educa¬ 
tional attainments to students and pro¬ 
spective employers, which may 
facilitate more rational career choices 
and hiring decisions; and 

(Hi) research output — increases in 
knowledge, development of new logical 
concepts and creations of new works of 
art, which may directly or indirectly in¬ 
crease the economy’s productive 
capacity. 6 

The problem is to decide whether this 
output has been produced efficiently, i.e. 
has it been produced at minimum cost and 
is it valued by the consumers of the out¬ 
put. The problem is compounded because 
there is no way to measure directly this 
output. 

As well where the output of the univer¬ 
sity is not sold there is no external in¬ 
dicator to determine if what is produced is 
valued by the consumers of university 
output. This contrasts starkly with a 
private firm or company which has to sell 
its output in order to meet its costs or go 
bankrupt. 

What happens in universities now is 
that judgments about the value of output 
are made by referring to input criteria 
which will be adequate proxies for 
output measures if and only if two 
conditions hold: the first is that there is no 
substitution possible between inputs and 
secondly that there is only one way to 
combine inputs to produce outputs. Now 
we know that neither of these conditions 
holds. For instance there is scope for 
substitution of inputs — student objective 
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test examinations can be marked by hand 
or by computer — and there is a number 
of ways of producing output — students 
may be taught in small group tutorials or 
by large lectures. 

Hence when universities focus their at¬ 
tention on input criteria such as class con¬ 
tact hours, utilization of classrooms, 
laboratories and computer installations 
they are only imperfectly able to make 
valid judgments about efficiency. 

The problem regarding efficiency is 
made more complex because academics 
have a substantial degree of control over 
inputs in universities; to some extent they 
can choose how inputs are supplied. Their 
choices are determined in part by the 
remuneration system which provides that 
they are paid the same salary irrespective 
of performance or output. Hence there is 
an incentive for academics to choose to 
supply inputs in amounts and forms 
which are convenient to the academic and 
which are not necessarily the most pro¬ 
ductive ways. Thus one would expect that 
academics, in this situation, would 
manifest a preference for teaching in 
small classes, timetabled not in the even¬ 
ing or on Fridays, with an unchanged 
syllabus. Administrators can attempt to 
change this behaviour by insisting on 
minimum attendance, i.e. office hours, 
minimum class contact hours, prompt at¬ 
tention to institutional requirements, i.e. 
setting examination papers but the lack 
any serious sanction to enforce these 
demands and indeed enforcing these 
demands will lead only to an increase in 
the supply of more inputs; it will not 
necessarily mean greater output. 7 

The consequences of such a system 
have been known for over two hundred 
years: 

In other universities the teacher is pro¬ 
hibited from receiving any honorary or 
fee from his pupils, and his salary con¬ 
stitutes the whole of the revenue which 
he derives directly in opposition to his 
duty as it is possible to set it. It is the in¬ 
terest of every man to live as much at 
his ease as he can; and if his 
emoluments are to be precisely the 
same, whether he does, or does not per¬ 
form some very laborious duty, it is cer¬ 
tainly his interest, at least his interest as 
is vulgarly understood, either to neglect 


it altogether; or, if he is subject to some 
authority which will not suffer him to 
do this, to perform it in an as careless 
and slovenly a manner as that authority 
will permit. If he is naturally active and 
a lover of labour, it is in his interest to 
employ that activity in any way, from 
which he can derive some advantage, 
rather than in the performance of his 
duty, from which he can derive none . 8 
If on the other hand the university’s 
revenues depend on the receipt of student 
fees to finance its activities there is pro¬ 
vided a direct incentive for academics to 
provide services which are valued by 
consumers. 

While this would solve the problem in 
relation to one aspect of university out¬ 
put, it leaves the question of research un¬ 
solved. University research output is 
characterised by two aspects, the 
discovery of new knowledge and the 
public dissemination of that knowledge 
by publication. Once knowledge is openly 
published in this way it becomes freely 
available for all to refer to and use; to 
society at large this knowledge is virtually 
a free good. 

“There is . . . no market 
mechanism which will enable 
research to he sold in order to 
recoup the costs of that 
research.” 

There is thus no market mechanism 
which will enable research to be sold in 
order to recoup the costs of that research. 
Consequently if research is produced 
under market conditions there will not be 
the incentive for a private producer to ex¬ 
pand to the socially optimal level of pro¬ 
duction. Social optimality will be achiev¬ 
ed only if the government subsidies 
research activity. This applies to basic or 
pure research; it is possible to recoup the 
costs of applied or consultant research by 
sale. 

The costs of the current system are in¬ 
flated by past decisions about the location 
of institutions and the offering of courses 
which are made on political grounds 
rather than by reference to rational 
academic and economic criteria. The 
CTEC Review explicitly recognised this 
factor in relation to the establishment of 
institutions: 

2.73 It is clear from the nature and 
number of institutions in 1975 that 
pressures to establish and maintain in¬ 
stitutions can be very persuasive. It is 
equally clear that such pressures can 
have a significant effect on the overall 
cost of higher education . . . 

2.74 For these reasons the Committee is 
concerned that political pressures ap¬ 


pear to be developing again for the 
creation of new insitutions in areas 
which cannot support a stand-alone in¬ 
stitution of economic size. The Com¬ 
mittee can see no sense in allowing a 
new wave of institutions to be establish¬ 
ed over the next few years simply to 
provide further work for a new ‘razor 
gang’a decade or so in the future, [page 
64] 

Equity and the distribution of 
Income 

The present system is claimed to be 
equitable because the absence of fees will 
allow students from lower socio-economic 
groups to attend universities; this however 
is not supported by the facts. 

In universities the composition of the 
student population is not typical of the 
population as a whole because it has a 
strong bias towards students from well- 
off backgrounds and who attended fee¬ 
paying schools. This is true as well of the 
higher education sector as is recognised by 
CTEC which states: 

3.40 Socio-economic Composition. 
Whereas the socio-economic compo¬ 
sition of TAFE broadly reflects that of 
society as a whole, this is not so for 
higher education. A substantially 
greater proportion of students in higher 
education comes from groups which 
may be categorised as ‘high’ to * middle' 
in terms of socio-economic status. . . . 
[page 91]. 

The problem of low participation rates 
for students from low socio-economic 
backgrounds is deeply entrenched in 
society; it exists because family income is 
a prime determinant of participation in 
schools; this has been known to 
economists for some time — for example 
Paul W. Miller [“The Determinants of 
School Participation Rates: A Cross- 
Study Sectional Analysis for New South 
Wales and Victoria,” The Economic 
Record, 59, 164, March 1983, 43-56.] has 
shown that: 

Family income is by far the most 
important determinant of school 
participation rates. In each age 
category there is a significant positive 
relationship between school 
participation and family income after 
standardisation for area unemployment 
rate, income forgone, locality, mobility 
and religious factors . Those with high 
family income are either better able to 
financially support their children’s 
education, or (and) provide a home 
environment which fosters the 
development of motivation and the 
desire to achieve . . . [page 47]. 

This position appears to be maintained 
in later years because CTEC reported: 

. . . The socio-economic status of the 
families of students commencing higher 
education is not markedly differently 
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from that of students completing 
secondary school. Thus redressing the 
imbalance between socio-economic 
groups in higher education also requires 
measures to eliminate educational 
disadvantage during primary and 
secondary schooling. [3.40, page 92] 
This is a particular case of the more 
general one where the middle class 
captures the benefits of government 
subsidies originally intended for the poor; 
the position is well known in the United 
States: 

Persons from middle-income and 
upper-income families are two or three 
times as likely to attend college as 
persons from lower income groups, and 
they go to school for more years at the 
more expensive institutions (four year 
colleges and universities rather than 
two-year junior colleges). As a result, 
students from higher-income families 
benefit the most from the subsidies. 9 


The private returns to 
university education 

Suppose we start from the premise that 
undergraduate university education is a 
private economic commodity, i.e. all the 
benefits of that education accrue to the 
student and graduate. 

This premise is in stark contradiction to 
currently prevalent views expressed by 
educational lobbies which consist of 
teacher unions in the public sector and the 
unions of teachers in higher education in¬ 
cluding FAUSA. The differences between 
the two premises are discussed in the next 
section of the paper. The decision to 
undertake full-time education involves a 
cost-benefit anlaysis. 

The costs of fulltime education are: 

® the monetary costs of fees, books, 
materials and other course requirements 
and 

® the opportunity costs of education — 
the income forgone by undertaking study. 
While the benefits are: 

® the higher life time earnings generated 
by the possession of education and of a 
degree and 

9 the consumption aspects of education 
enjoyed while an undergraduate such as 
doing courses for “cultural” or “general 
intellectual” development. 

Very few studies of the economic 
returns to university education fail to find 
substantial economic and financial 
returns to university education; these 
returns are private returns which accrue to 
individuals. 10 

It is also certain that the motivation of 
most students in universities is to acquire 
these private returns; this has been 
recognised by the Robbins Report in the 
United Kingdom: 


* . . Confucius said in the Analects that 
it was not easy to find a man who 
studied for three years without aiming 
at pay. We deceive ourselves if we claim 
that more than a small fraction of 
students in institutions of higher educ¬ 
tion would be where they are if there 
were no significance for their future 
careers in what they hear and read; and 
it is a mistake to suppose that there is 
anything discreditable in this. Certainly 
this was not the attitude of the past: the 
ancient universities of Europe were 
founded to promote the training of the 
clergy, doctors and lawyers: and 
though past times there may have been 
many who attended for the pursuit of 
pure knowledge or for pleasure, they 
surely must have been a minority . 11 
Put in the cold calculated analysis of 
the market university education is a good 
investment; not only do graduates on 
average enjoy greater lifetime earnings 
than holders of high school certificates 
but the variance of the income stream is 
less, indicating that university graduates 
enjoy more secure earnings. 

It is clearly worthwhile now, as it has 
been in the past, for undergraduates to 
borrow to finance their education; their 
lifetime earnings will be sufficient to 
repay the debt and leave them better off 
than if they had not obtained the degree. 

Why loans will not be generally made 
on a commercial basis is because of the 
existence of moral hazard; the deliberate 
nonrepayment of debt charges and prin¬ 
cipal. (An instance of this is to be found 
in the USA Government’s programme of 
student loans where the level of default is 
very high.) 

4 Tt is dearly worth while 
now, as it has been in the 
past, for undergraduates to 
borrow to finance their 
education ...” 

However it is worthwhile for students 
to obtain funding through the family as 
noneconomic considerations may ensure 
such debts are repaid or may be viewed as 
an appropriate intergenerational transfer. 

It may also be worthwhile for potential 
employers to offer assistance with the 
costs of university education in return for 
future service or as a philanthropic 
gesture. 

Students who are excluded on financial 
grounds from fulltime education are not 
necessarily barred from university educa¬ 
tion: the provision of part-time study and 
study by distance education has been the 
traditional way in Australia to meet the 
demands of such students. 



It is often argued that there are positive 
externalities to university education i.e. 
that there are returns to society as a whole 
which are not captured in private benefits 
from education. 

There are a number of strands to the 
social returns argument: 

1. the external effects of university 
research are substantial; 

2. university education provides genera! 
cultural benefits to the community; 

3. university graduates are better citi¬ 
zens than non-graduates. 

We have already examined the case of 
research and found that it does provide 
benefits to the whole community which 
are greater than the revenue which could 
be obtained from selling that research. 

Generally the second class of argument 
points to general cultural spinoffs for 
university education; for example, Fried¬ 
man and Friedman cite extracts from the 
Carnegie Commission in the United States 
to illustrate this point: 
general advancement of knowledge . . . 
greater political effectiveness of a 
democratic society . . . greater social 
effectiveness of society through the 
resultant better understanding’ and 
mutal tolerance among individuals and 
groups; the more effective preservation 
and extension of the cultural heritage . 12 

Richard Attiyeh has put the third issue 
clearly: “The proposition that there are 
desirable external effects from higher 
education is based on a belief that a per¬ 
son, by obtaining a university degree, 
becomes a more intelligent voter, a more 
responsible citizen, a better neighbour.” 13 

I would not deny the possibility that 
such benefits may exist. However I am 
very sceptical of these arguments and am 
inclined to regard them as special pleading 
by self-interested groups and even more 
sceptical about the magnitude of such 
benefits. I personally would be reluctant 
to use this as a cornerstone for public sub¬ 
sidy to universities. There is a need to 
determine what their relative size may be; 
in the absence of any available evidence I 
took an informal poll of my colleagues in 
the common room which disclosed that 
none of them thought that the benefits 
would be as high as 20 per cent of the out¬ 
put of universities and most were sceptical 
that these benefits were substantial. 

One can advance contrary arguments 
that university education leads to 
undesirable effects such as an increase in 
sophistry, pedantry and snobbery. In ad¬ 
dition it can be said that the external 
benefits argument can have the effect of 
granting privileged status to certain sub¬ 
jects or disciplines because these benefits 
are alleged to reside peculiarly in the study 








of these disciplines. One example of this is 
the old assertion that study of the classics 
was necessary to be an educated person; 
viewed with the advantage of hindsight 1 
would maintain that this assertion was 
special pleading and its acceptance had 
done some harm to education and to 
students who were required to study such 
subjects. 

I would not care to place much weight 
on these contrary arguments but there is 
an area where it is highly likely that there 
are negative external benefits resulting 
from university education. The filter 
theory 54 of higher education supplies the 
basis for this conclusion. 

Contrary to the conventional view of 
economists that education adds to an in¬ 
dividual’s productivity and therefore in¬ 
creases the market value of his labour and 
the educator’s view that education is a 
process of socialisation, the filter theory 
maintains that ‘higher education serves as 
a screening device in that it sorts out indi¬ 
viduals of different abilities, thereby con¬ 
veying information to purchasers of 
labour.” 14 

Screening is an element in labour 
market recruitment procedures in which 
employers use education as a “sorting 
device to reduce the number of applicants 
and therefore the information (and con¬ 
comitant costs) needed to make a final 
decision”. 15 

Screening leads to credentialism — the 
process of attaining qualifications 
because employers will not consider 
anyone without them even though it may 
not be necessary to have such qualifica¬ 
tions in order to do effectively the job. In 
this case the employee with the credential 
gains relative to the one without the 
credential but this private gain is greater 
than the social return. 

It is possible, and altogether likely, that 
the existence of credentialism will en¬ 
courage employees to invest in education 
and this may lead to over-investment in 
education. 



The proposal to establish a private 
university — the first in Australia — on 
Queensland’s Gold Coast by the Bond 
Corporation has brought the question of 
the desirability of such a development in¬ 
to public discussion. Consistent with the 
support for a deregulated system the deci¬ 
sion to establish a private university 
should be a private one; but there are 
positive factors favouring private univer¬ 
sities. A private university can expand the 
number of places available to qualified 
school leavers; can have a different 
academic organisation, develop new 
courses of study, employ or develop new 
teaching techniques and practices. There 


are social benefits to diversity and to ex¬ 
perimentation in higher education. 

If university education does involve the 
production of favourable externalities, as 
is certain in the case of research and may 
occur in other ways, then there is a case 
for government subsidisation of univer¬ 
sities and this case must extend to private 
universities. 

An estimation of student fees 
tinder deregulation 

It is interesting to ask what would 
undergraduate fees be under a 
deregulated system; in doing so it 
becomes apparent that this is a complex 
question involving subsidiary questions of 
how expansion in universities would be 
financed and how much of the benefits of 
university education are in fact social and 
ought to be financed by government. It is 
not possible here to consider all of these 
issues in depth 16 but it should be possible 
to give some indication of the order of 
magnitude of fees involved, keeping in 
mind that if deregulation were to increase 
efficiency it requires that fees are levied 
on a cost basis at department or faculty 
level and not on average costs over an in¬ 
stitution or over the whole system. 

In order to get a ‘ballpark’ figure we 
need to make a few assumptions which 
are that the current average costs of 
universities provide some guide to future 
costs; the full costs of research should not 
be treated as a private cost and some 
allowance can be made for the social 
benefits of university education. 

An examination of the average opera¬ 
tion cost of universities suggests that for 
the ‘low cost’ courses such as Arts/Social 
Sciences/Commerce the average annual 
operating cost per student is certainly no 
less than $5000 and possibly around $6000 
— let’s take this as the basis of further 
figuring — and further assume that 
research costs amount to 30 per cent of 
this figure. Assuming that social benefits 
of university education do exist and can 
be put in the range of 0-20 per cent of 
costs, we would finish up with an in¬ 
dicative range of approximately $3300 to 
$4200. 

An indication of fees in the ‘medium 
cost’ area of Science and Technology 
would be of the minimum order of 
$10,000 to $12,000 a year and in the pro¬ 
fessional faculties of Medicine and Vet 
Science something of the order of $ 15,000 
to $20,000. (I would have much less con¬ 
fidence about these figures than the ‘low 
cost’ estimates in which area I have a 
much better feel for the costs involved 
and because capital costs are far more im¬ 
portant in the other areas and reported 
costs will depend critically on how these 
costs are accounted for.) 

These figures are indicative of the 
private costs imposed by students in the 


system which should be recoverable by 
those students from private income in the 
future. 

Could we expect that these fees might 
be reducible under deregulation? The 
answer to this question is yes. Under 
deregulation there are stronger incentives 
to rein in costs and to provide more pro¬ 
ductive techniques particularly in teaching 
and as well students would be more will¬ 
ing to consider alternative ways to reduce 
time spent at university. At present there 
is a considerable degree of cross subsidisa¬ 
tion of activities in universities so that 
high cost activities are shielded from the 
harsher economic realities; under 
deregulation the scope for cross¬ 
subsidisation is considerably diminished 
especially if there is freedom of entry to 
new private institutions. 

Additionally a newly established 
private university would have a con¬ 
siderable opportunity to reduce operating 
costs by adopting state of the art 
technology and by eliminating from the 
outset the restrictive work practices which 
apply in the existing universities. It would 
also be able to generate ‘one off’ 
economies by attracting the more produc¬ 
tive academics from the existing univer¬ 
sities. These could not be expected to per¬ 
sist over the long haul but in the short 
term they could provide some offset to the 
capital costs which would have to be met 
by the private university. 

A consideration of the case 
against deregulation 

Some of the opposition to deregulation 
rests upon the premise that university 
education is special — university educa¬ 
tion is not a commodity — and should not 
be considered in economic terms. The 
response to this is the plain statement of 
fact that the provision of university 
education does use economic resources on 
a fairly large scale — the average 
operating cost of Australian universities is 
of the order of $9000 per student per year 
— and it is clear that there is a growing 
resistance in the community to funding 
further increases in university spending 
based on tax finance. The proposition 
that university education provides 
benefits to the community which are not 
captured in the market mechanism is one 
which for the purposes of the argument I 
am willing to concede, although as I have 
indicated I am sceptical of the magnitude 
of those benefits apart from those arising 
from research but by itself this proposi¬ 
tion is not able to justify more than a 
minor subsidy to universities. 

It is often said that there are no observ¬ 
ed cases in the world of purely private 
universities as if this constitutes an argu¬ 
ment against deregulation. 

However this is only to be expected if 
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there do exist external benefits of univer¬ 
sity education. 

Two other fears expressed in relation to 
deregulation are that private universities 
will not maintain academic standards and 
that private universities will fail and then 
impose costs on the government. 

In relation to the first fear it must be 
pointed out that at present in Australia 
there are no guarantees that academic 
standards will be maintained; there is a 
wide variation in standards both at the 
entry level (as measured by minimum re¬ 
quired school leaving results) and at the 
exit level. 

Whether private universities will sur¬ 
vive under deregulation is a matter of 
speculation — my guess is that they would 
— but even if they do fail the net costs of 
picking up the pieces, i.e. ensuring com¬ 
pletion of studies by the enrolled students, 
is liable to be very small and shortlived. 

The most emotive issue in relation to 
deregulation is whether poor students 
would be excluded from university educa¬ 
tion so that equality of opportunity in 
education does not exist in our communi¬ 
ty. We have shown in this paper that the 
present system is inequitable and the ques¬ 
tion of fees is entirely irrelevant to this 
issue. 

Some of the criticisms of deregulation 
are essentially related to problems of tran¬ 


sition from the present system to a 
deregulated system. For example it is ask¬ 
ed, perfectly legitimately by students, how 
would students be able to pay fees of the 
order indicated previously in this paper or 
higher? Clearly if they were suddenly re¬ 
quired to pay these next year it would 
pose problems. However, if fees were a 
permanent feature of universities so that 
it were known by parents from the birth 
of their children that they are liable for 
the cost of the university education of 
their children it would be possible to 
develop financial plans to ensure the fees 
can be met. 

It is also clear that transition to a 
deregulated system would impose costs on 
groups in the present university system; 
among these would be academics who 
currently do not pull their weight in 
teaching and research; administrators 
who would not be needed to administer 
the complex regulations at presently in 
force; members of government bodies like 
the Commonwealth Tertiary Education 
Commission and other bureaucrats in 
Canberra. 

Outside the universities fee-paying 
schools would find that the scope for 
them to increase fees would be reduced 
because families’ education budgets 
would have to stretch further. 

Who would benefit? Students who at 


present cannot obtain a place but are will¬ 
ing to pay for one; students generally who 
would receive better instruction and the 
community at large which would pay less 
for more and better education. 


While there still remain a number of 
issues to be canvassed in the debate on 
deregulation of universities and while 
there are considerable gaps in our em¬ 
pirical knowledge of the benefits of 
university education and of university 
costs structures and functions, there is a 
dear enough case for deregulation. 

The case of deregulation rests on two 
grounds that: 

(a) a deregulated system would be more 
efficient in producing more at lower 
average cost; and 

(b) a deregulated system would be more 
equitable in that the costs of university 
education would be met by those who ob¬ 
tained those benefits. 

(c) under deregulation there would be a 
significant role of government to play in 
subsidising research and any general 
social benefits of universities and making 
available scholarships to students as part 
of the process of redistribution of income 
in the community. 
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